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	Delegations
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in the context of external assistance
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Delegations will find attached a text agreed by the Financial Counsellors Working Group on the framework on loans and grants blending mechanisms in the context of external assistance.
This text was examined by the CODEV Working Group.

_________________
ANNEX
COUNCIL DOCUMENT

Framework on loans and grants blending mechanisms

in the context of external assistance

In the spirit of the European consensus on development adopted in 2006 which stresses the need for improvement of aid coordination at EU level
 and in line with the principles set out in the EU Code of Conduct on Complementarity and Division of labour in Development Policy, several initiatives open to all interested European aid actors
 have been launched to pool together grants
 and loan resources of these actors at the European level with regard to specific regions of the world where the EU is active (e.g. the EU – Africa infrastructure trust fund, the Neighbourhood Investment Facility (NIF) and the Western Balkans Investment Framework). 

These initiatives aim at, inter alia: (i) financing projects that would otherwise not be financed thanks to the pooling of resources and the complementary use of grants and loans (ii) ensuring high leverage effect on limited European grants resources and contribute to strengthen the impact of EU external assistance. As such, these initiatives can play a positive role to and help achieve more effectively EU policy goals (e.g. goals of the pre-accession and neighbourhood policies), promote cooperation between European aid actors and enhance visibility of European aid. 

It is too early to evaluate these existing instruments, whose implementation is quite recent. Such evaluations will however have to be taken into account in due time to draw lessons for the future and to refine this Framework. 

Beyond these examples, it is necessary to reflect more broadly on loans and grants blending mechanisms in order to guide potential discussion on similar mechanisms and make sure that they contribute to greater impact, efficiency and visibility of European aid which implies to: 

· ensure the added value of such mechanisms and make the best use of budgetary resources;

· promote an effective and transparent aid architecture and avoid the risk of an excessive proliferation of such instruments;

· enable a proper functioning of these instruments. 

This note aims at presenting a general framework, which will have to be adapted to take into account the specificities of a given geographical zone or a given policy objective. 

Four aspects should be given particular attention in order to make these tools have a useful input to enhancement of EU external assistance impact, efficiency and visibility:

1.
Rationale of blending mechanisms open to all European aid actors

Blending mechanisms open to all European aid actors should contribute to increase impact and visibility of EU aid by strengthening coordination among European aid actors. Joint channelling of aid resources should increase co-operation and co-ordination between the European aid actors. A more coordinated action of Community institutions- the Commission and the EIB-, together with other European Financial Institutions – such as the EBRD and the CEB- and MS´ public development bilateral agencies, should enhance the complementarity of their activities, taking full advantage of their specialisation and comparative advantage. Thus, these mechanisms can help to increase efficiency of joint action of European actors, notably through joint promotion of EU policy goals (e.g from the ENP Action Plans) as well as through reduction of transaction costs for beneficiaries, notably through the development of “EU- funding proposals”. Furthermore, such mechanisms can enhance the visibility of the EU in partner countries.

Where relevant, the setting up of loans and grants blending mechanisms open to all European aid actors should help improve the investment capacities of the European aid actors. Such tools should in particular:
· Facilitate the financing of interventions closely linked to EU objectives (e.g. fight against poverty, EU support to Highly Indebted Poor Countries initiative or climate change adaptation and mitigation) and/or major projects through pooling of resources: these instruments can provide additional grants to loans provided by European financial institutions to implement EU general political objectives and enable financing of economically viable projects that would not be financed otherwise.

· Optimise the combination of limited European grant funds with more readily available loan resources so as to achieve, where appropriate, a higher leverage effect.

· Enable the implementation of complex projects and enhance beneficiaries’ ownership by providing technical assistance and feasibility studies financing.

Blending mechanisms seem particularly relevant to carry out interventions with high socio-economic and/or environmental return. In relevant countries and sectors, grants can notably help to bridge the gap between weak financial return and strong socio-economic and/or environmental return, for instance through interest rate subsidies. In particular, such mechanisms could stimulate investment in activities which generate positive externalities (e.g. innovation support through risky financial operations financing) or help addressing negative externalities (e.g. financing of environmental or social incremental costs). In addition, blending mechanisms should help strengthen the quality of projects to be financed by EU interventions. In addition, the use of loans provides additional incentives for financial discipline in the projects.

Interventions financed by these instruments should neither worsen situations of unsustainable indebtedness, nor substitute themselves to grants in sectors and countries with poor reimbursement capacity. Hence, the added value of each mechanism should be demonstrated ex ante on a case by case basis.

2.
Articulation with existing external assistance financial framework

As Community institutions and given their specific expertise, the European Commission and the EIB shall play a major role in blending mechanisms open to all other European aid actors, working side by side with multilateral financial institutions and EU Member States’ public development bilateral agencies or financial institutions. Nevertheless, the setting up of these instruments shall not exclude other specific cooperation among Community institutions. Better complementary use of the EC budget and the EIB financial resources should be fostered, including for external assistance purposes. The association of other European aid actors to such mechanisms can contribute to the objective of greater EU coordination and leverage. These actors shall, by nature, be authorized and encouraged to contribute and participate to loans and grants blending mechanisms established at EU level, provided that they comply with EU standards. Harmonisation and mutual recognition of procedures should be fostered, in order to encourage this concrete cooperation.

Participation of non-EU institutions, as contributors or lenders, could be encouraged, notably to benefit from specific know-how or to enhance partner countries ownership. The possibility for non-EU institution to act as “lead financier” submitting projects to these EU blending mechanisms, which can be an opportunity to levy more resources and to benefit from their specific know- how, should be balanced with the objective to enhance the EU visibility. Such decisions should unanimously be agreed on a case-by-case-basis.
The simplification of EU external aid instruments achieved since 2007 has to be preserved. Having an effective and transparent EU aid architecture is essential. To avoid the proliferation of multiple ad hoc schemes, blending mechanisms shall match with the coverage of EU instruments and, as much as possible, with a broad range of intervention sectors. As a general rule, the possibility of setting up loans and grants blending mechanisms within the EU external assistance architecture should be based on a selective approach and could be discussed when establishing the corresponding geographical or thematic external aid instrument. The specificity of a given geographical region should be considered in order to assess the relevance of a blending mechanism.

3.
Optimal use of grant resources

It is necessary to define a set of quantitative and qualitative parameters to determine when and how it can be justified to use grants for blending with loans, having in mind potential positive or negative effects (bias, crowding out…). In this perspective, a working group led by the Commission and the EIB, together with experts of EBRD, CEB, other European Public Financial Development Institutions and interested Member States could be set up. This work shall notably aim at guiding donors’ decision making regarding use of grants complementary to loans in these blending mechanisms by making suggestions to improve the  presentation of projects. General terms of reference for this technical work are annexed to this Framework. 

For each new instrument, the outcome of this work could serve as a basis to establish reference criteria to justify and prioritise contributions in the form of grants, to ensure additionality and allow evaluation of impact. This common framework should be refined, notably to take into account the specific needs and stakes of geographical areas for which European blending mechanisms are set up. Where blending instruments already exist with established criteria, they should, when relevant, take account of this framework and refine criteria and evaluation guidelines where necessary.  
4.
Governance

Governance is an essential element for the good functioning and success of blending mechanism. Those mechanisms could build on a three-tier governance architecture, which is already favored by some instruments:
· A strategic body gathering donors and beneficiaries to foster ownership. This body shall lay down the political and strategic options of the instrument. European development finance institutions may participate as observers.

· An operational decision-making body gathering donors. Decisions on grants shall be taken within the appropriate budgetary framework. Members of the Project Financiers Group that are party to a grant operation request shall attend the relevant operational body meeting as observers.

· A “project financiers group” gathering participating development finance institutions. This group shall elaborate pipelines of projects and propose adequate mix of grants and loans for projects submitted to relevant decision making bodies. 
Financial architecture of blending mechanisms shall be kept as simple as possible, in order to avoid bureaucracy. When feasible, a single trust fund collecting contributions shall be the preferred solution. If several instruments coexist (e.g. a trust fund and a facility), linkage between these instruments should be put in place so as to ensure a functioning as similar as possible to that of a single trust fund. 

In addition, as a general rule, the responsibility for the approval of a loan shall be exclusively reserved to the financial institution that provides the loan while the decision on grants shall be taken within the appropriate budgetary framework. 

Follow-up of the discussion

To ensure a follow-up of these discussions, the Commission, in close cooperation with EIB, is invited to report twice a year to  the Council regarding the progress made by the experts Working Group. Operational conclusions shall be delivered by the end of 2009 notably to take them into account, as appropriate, in the discussions regarding the mid term review of EU external assistance instruments. If a first review of the existing blending mechanisms is achieved, the Working Group should take it into due account in carrying out its work.
ANNEX TO ANNEX

Terms of reference of 
the Experts working group 
on additionality of grants in the framework of blending mechanisms

1.
Participants:

The Working Group shall gather experts from the Commission, EIB and other European Development Finance Institutions as well as interested Member States. 

2.
Scope of work and expected outputs:

· The group shall first conduct an in-depth analysis to identify precisely potential positive impacts (addressing externalities, increased financial leverage effect…) or negative effects (bias, crowding out…) of use of grants to complement to loans in blending mechanisms . This analysis shall notably build on existing literature, on existing work undertaken in the donors’ community, and particularly on the experiences of International Financial Institutions (IFIs). Based on this work, a general methodology to justify the use of grants complementary to loans shall be elaborated. 

· The group may also define parameters to assess added value and negative effects of use of grants complement to loans for projects financed by blending mechanisms. These parameters could serve as operational decision-making tools for relevant governing bodies of blending mechanisms. It is not expected that the group provide a comprehensive framework for all types of situation or projects. However, in order to be didactical enough, the group should provide examples of situation in support of proposed guidelines. 

· On this basis, the working group could formulate propositions improving the presentation of projects.

3.
Schedule and follow up:

The group shall meet as of January 2009. From that date, meetings shall be organized by the Commission. Final results shall be made available before the end of 2009. 

The Commission, in close cooperation with the EIB, is invited to report twice a year to the Council on progress regarding this technical work and ensure appropriate transmission of these principles to relevant fora at EU level. 

As a next step, and as a contribution to the implementation of the EU Code of Conduct on complementarity and Division of Labour in Development policy which aims to enhance aid effectiveness and synergies among donors, the Working Group could be invited by the Council to reflect on how to improve further cooperation between European aid actors in the context of blending mechanisms, with a view to enhance transparency and efficiency of European aid in geographical areas where the EU is active.

________________






� „In the spirit of the Treaty, the Community and the Member States will improve coordination and complementarity.” (paragraph 30 of the European Consensus).


� In the framework of these guidelines, the term “European aid actors” refers to: Community institutions (European Commission - EC, European Investment Bank - EIB) active outside the EU, EU Member States’ public development agencies and financial institutions and multilateral development financial institutions for which majority of capital is owned by EU Member States (European Bank for Reconstruction and Development - EBRD, Council of Europe Bank - CEB …). In addition, the term "European Development Finance Institution" refers to Development Finance Institutions, Development Banks, Member State Agencies or any other public body with international development project expertise which is majority-owned by one or more Member States of the EU or unanimously approved by the relevant body of the blending mechanism.


� Grants contributions complement loans provided by European Development Finance institutions either to subsidize loans interests or to support investment programmes of these institutions (for instance through technical assistance, feasibility studies financing or risk capital operations financing). 
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